ZIONS

PUBLIC FINANCE, INC.

MEMORANDUM

DATE:  January 13, 2016
TO: David Damschen, State Treasurer

FROM: Bruce D. Williams
Zions Bank Public Finance

RE: Karl G. Maeser Preparatory Academy Applicatiorh Wtah Charter School
Finance Authority

The purpose of this report is to document Karl @ebkr Preparatory Academy’s (“*KGM,” or
the “School”) adherence to the eligibility standacdeated for participation in the Utah
Charter School Credit Enhancement Program (thegfBna”). The analysis contained herein
is based on Karl G. Maeser Preparatory Academy’agiplication to the State Charter
School Finance Authority (the “Authority”), subsemql conversations and a meeting at the
Schooal site with the School’'s Chief Financial Gffiand Financial Advisor, validation of
information contained in the application with dfitan the Utah State Office of Education, as
well as additional information and documents sutahiin response to follow up requests by
the Authority.

The School has provided all information requestdxsequent to the submission of the initial
application. This report will examine each catggaithe Program’s “Standards for
Participation,” including Basic Eligibility, Enrattent/Student Demand, Academic
Performance, Management, Financial PerformanceBand Documents. In each of these
categories except one, the School met the bagibiltly requirements for participation in the
Program, as detailed below. The area for whicls¢heol is out of compliance is not meeting
the program standard for Debt Service Coverag® Ratthe past three years. This issue is
based on the school having a balloon payment a&riti@f the current debt service schedule
and is discussed further within the report.

This report should be examined in direct conjumctuith the Letter of Certification for Karl
G. Maeser Preparatory Academy from the State Gttacteool Board (“SCSB Letter”),
which provides detailed analysis and historicalimiation on Enrollment/Student Demand,
and Academic Performance. The Academy has no cessfal marks on the Letter of
Certification from the State Charter School Board.



Karl G. Maeser Preparatory Academy—Introduction

Karl G. Maeser Preparatory Academy is a chartesadbcated in Lindon, Utah and serves
students in grades 7-12. The School was fourmd20d6 and began operations during the
2007-08 school year with 156 students enrolled MK&Genrollment cap is currently 625
students with current enrollment as of 10/1/20164% students including tuition paying
foreign exchange students. For the 2016-17 setaw) the school’s enroliment cap will
increase to 645 students. The school’s goverraagibhas expressed that there is no intent to
increase enrollment beyond the FY 2017 enrollmapt With strong retention and a large
waiting list, the School should not have a probieoneasing to the new enroliment cap and
maintaining this enroliment into the future.

KGM has the following mission statement and vigarstudents who attend the school and
their families.

Mission Statement

Karl G. Maeser Preparatory Academy empowers air@ssstudents to learn continually,
think critically, and communicate effectively thgiuSocratic methods in order to better
themselves and their community.

Academic Philosophy

KGM students are expected to master both depth@adith in content and test that
knowledge and themselves though the intellectu@brous exchange and evaluation of
ideas. In the best tradition of the liberal estadents are required to develop into ethical,
knowledgeable, and active citizens in their comitesiand beyond..

The Project

The School plans to issue approximately $11,910/08&venue bonds, which will refund its
existing Series 2011 bonds for economic savinge 2D11 bonds were issued to finance
KGM's existing facility which consists of a 48,44Quare foot building and 7.91 acres of
land.

Basic Eligibility

1. KGM's 2016 bonds will be issued through the Auttyori

2. The SCSB Letter indicates that KGM is in good sitagavith the State Charter School
Board, with no exceptions.
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3. The School has an existing investment grade rafifi§BB-" from Standard & Poor’s
(“S&P”) and has requested that the rating be reaéfd for the new bonds. The S&P
rating should be received prior to the pricinghaf hew bonds.

The S&P rating report states the following:

The 'BBB-' rating reflects our assessment of:

» Consistently positive historical operating perfonoe, with fiscal 2014 representing
the school’s seventh year of full-accrual surplusesl with a surplus budgeted for
fiscal 2015.

» Solid unrestricted cash and investments of 109 dagh on hand at the end of fiscal
2014; and

» Steady demand and academic performance duringagtdqur years, and a very
healthy wait list.

Partly offsetting the above strengths, in our viave the schools:

« High carrying charges (with debt service accountornd21% of fiscal 2014 expenses),
which limit budgetary flexibility;

» Potential loss of its charter for nonperformaneewéh all charter schools) prior to the
bonds’ final maturity;

« Limited growth potential, which could constrain eewe growth, as the school is
already near its physical capacity of 650 students.

4. KGM recently completed its"&ull year of operations. Financial operating gt as
demonstrated by past audited financials, cashigoséind increasing unrestricted fund
balance, is satisfactory.

5. The School has a defined and specific mission.r Tiiesion statement reads:
Karl G. Maeser Preparatory Academy empowers and inspires studentsto learn

continually, think critically, and communicate effectively through Socratic
methods in order to better themsalves and their community.

6. KGM issued bonds in 2011. The 2016 bonds wilhagfce these bonds for economic
savings. The School is not in default under itstigxg bonds.

Enroliment/Student Demand

7. The School had 638 students enrolled during thé-2015 school year with
enrollment growing to 642 students during the 20@%ear. Current enrolliment
exceeds the enrollment cap due to the school dprmablling 12 to 15 tuition paying
foreign exchange students and slightly over enmitnbased on a desire by the school
to maintain ADM at as close to the enrollment capassible. Originally, the school
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had an enrollment cap of 600 students which wasased to 625 in 2011 and then
again to 645 for fiscal year 2016-17.

8. Enrollment at KGM has increased each year sincextpes began in 2008. For the
past four years the school has operated above 20t%enrollment cap. Current
enroliment is at 103% of the school's enrollmemt wéth the school anticipating
adding students up to its expanded enrollment t&gstudents during the 2016-17
school year. Table 1 from the SCSB Letter includigailed enroliment history back to
the 2007-2008 school year.

9. Karl G. Maeser Preparatory Academy exceeds theatlerent standard established by
the SCSB, with the most recent total re-enrollnmatat of 88.3%. Over the past four
years, the School has ranged between 77.1% arfih @81@enroliment rates. Table 2
from the SCSB Letter details historical enrollmand re-enroliment.

10. The School exceeds the ADM rate requirement. @welast four years, KGM'’s
Average Daily Membership rate has been as follows:

School Year ADM Rate
2011-2012 98.2%
2012-2013 94.6%
2013-2014 94.5%
2014-2015 99.0%.

11. The School has provided wait list statistics bylgraand has provided the detailed
waiting list that includes descriptive and persanfarmation on potential students to
the Deputy State Treasurer. The waiting list fromapplication includes 380 potential
students applying for admission in the 2015-20Hglamic year.

The waiting list is relatively strong and includesatisfactory amount of students for
every grade level offered with the exception oft#2grade with only 2 students on
the wait list. When questioned concerning the jbaigiof smaller 13 grade classes in
the future, the school's CFO responded that ikttol is unable, in the future, to
enroll the same number of18rade students as is enrolled for the current Yfeay
have the flexibility to increase the number of stug accepted in lower grades to
maintain the school’s overall enrollment.

Academic Performance

12. The SCSB Letter indicates that the School meetsreztjacademic standards. Table 3
from the SCSB Letter provides a breakdown of KaiMaeser Preparatory Academy
performance relative to other schools. Over tist th@aee years the School's
performance has been significantly higher thanteharedians.
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Management

13. The School has adopted reasonable managemenépaliwl practices that guide
financial, debt, and risk management. The Boaschidapted an acceptable Succession
Plan as well as a Financial and Risk Management Pa formal policy was provided
in the application concerning post issuance comgdidout in discussion with the
School’'s CFO, he mentioned that the Board is ctlyrénthe process of adopting a
formal policy

In reviewing the school’'s past compliance with pastontinuing disclosure items on
EMMA, it was found that the school was timely ilnfy financial statements for the
current year but was late in filing for the thresass prior. The CFO stated that the
school has had a conversation with the school’gaahd that in the future the audit
will be complete in time to meet the requiremertléathe report on EMMA within the
130 day requirement under their continuing disg®sesolution.

14.Karl G. Maeser Preparatory Academy has a six-metydmd. The board members
have a diverse set of backgrounds, which includebss, computer technology,
finance, law and engineering. The Board servegstad terms.

15. The School employs Lynn Smith as its finance dreahd Karyl Montgomery as the
school’s business manager to provide financialarsthess management services. Mr.
Smith has a Master’'s Degree in Accountancy andbéas employed since 2005 in
providing business management functions for chadeools. Additionally, he served
as Business Administrator for the Provo Schoolr@isor 16 years.

16. As noted under Table 4 in the SCSB letter, KGM&drical budgeted revenues and
expenditures met the State Charter School Boacimeended standard of the
statutory budget to be within 5% of actual reveraresexpenditures. The SCSB letter
includes a breakdown of adherence to budgetedueseand expenses over the past
three years.

Financial Performance

The School meets the requirements for the FinaReidbrmance section of the application
with the exception of the Debt Service CoverageoR#&br the past three years.

17. Projections used by the School in financial foreegsppear reasonable. KGM seems
positioned to continue and improve its healthyrfeial standing of the past.

The school has forecasted very conservative revgnoueh through 2020 at approximately

1-3 % growth per year. Expenditures are forecdetgtbw at a similar rate to expenses.
The School appears to be in a healthy financiatipos
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18. Debt Coverage Ratio

Requirement Measure Sufficient?
At least 105% 74% No

Debt coverage ratio is calculated by dividing totaenues available for debt service by the
maximum annual debt service payment anticipatethéobonds. Revenues available for debt
service is calculated by taking 2015 net incommfoperations of $295,394 and adding back
depreciation expense of $234,953 and interest erpt$733,727. This leaves net revenues
available for debt service of $1,264,074. Whes tioimber is divided by maximum annual
debt service of the existing bonds of $1,698,3@cbverage is 74%.

The 2011 bonds issued by KGM include a balloon mangrim 2041 of $1,698,500 which is
roughly twice the maximum annual debt service enghor years. As a result, when
calculating the debt service coverage ratio usiagimum annual debt service the ratio falls
below 1.05 times debt service. This seems to l@mamaly which causes the result to draw an
inaccurate conclusion. For this reason, we haeceamputed the Debt Coverage Ratio
excluding the balloon payment. The refunded ddébhat include a balloon payment in the
debt structure.

2013 2014 2015
Net Income Available for Debt Servicé1,173,596 $1,074,905 $1,264,074
MADS Debt Service (including balloon payment) B&O 1,698,500 1,698,500
Debt Coverage Rati 69% 63% 74%

2013 2014 2015
Net Income Available for Debt Servicé1,173,596 $1,074,905 $1,264,074
MADS Debt Service (excluding balloon payment) 849,500 849,500 849,500
Debt Coverage Rati 138% 127% 149%

Based on projected revenues, expenditures andetgvgetvice after the refunding, debt service
coverage is projected to be between 170% and 1f#igh fiscal year 2018.

2016 2017 2018
Net Income Available for Debt Serviceés1,336,989 $1.306,989 $1,275,108
Maximum Annual Debt Service (New) 753,680 753,680 753,680
Projected Debt Coverage Ra 177% 173% 170%
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19. Debt Burden Ratio

Requirement Measure Sufficient?
Less than 25% 19.4% Yes

The debt burden ratio requirement is based oretre 6f the School’s fund balance, which we
calculate at 38% (cash of $1,468,384 divided tl tiperating expenses net of depreciation of
$3,854,398). The debt burden ratio is calculaseshaximum annual debt service ($849,500)

divided by unrestricted operating revenues ($4/38), taken from 2015 financial statements.

2015 2014 2013
Maximum Annual Debt Service (excluding balloon payim) $849,500 $849,500  $849,500
Unrestricted Operating Revenues 4,384,745 4,347,662 4,193,623

Debt Burden Ratic 19.4% 19.5% 20.3%
20. Operating Margin
Requirement Measure Sufficient?
At least 7% 28.8% Yes

Karl G. Maeser Preparatory Academy’s operating masgjuirement of 7% or greater is based
on the calculation for days cash on hand (calallasecash divided by operating expenses
multiplied by 365) of 131 days. Operating mardi2®.8% is calculated by dividing net
income available for debt service of $1,264,074 ¢sdculation under Debt Coverage Ratio) by
total revenues of $4,384,745.

2015 2014 2013
Net Income Available for Debt Service$1,264,074  $1,074,905 $1,173,596
Revenues 4,384,745 4,347,662 4,193,623

Operating Margin ~ 28.8% 24.7% 28.0%

The School has exceeded the operating margirresgent in each of the past three years.
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21. Current Ratio

Requirement Measure Sufficient?
At least 1509 197% Yes

The current ratio is defined as current unresttietgsets divided by current liabilities
(including current year debt service).

Current Ratio 2015 2014 2013
Current Assets $2,414,19 2,077,60: 1,959,30
Current Liabilities 1,223,80! 1,131,12! 1,097,70!
Current Ratio 197% 184% 178%

Bond Documents

20-23. KGM’s legal bond documents have been rexddweChapman and Cutler in their
capacity as issuer’s counsel to the Authority, @hcequirements have been incorporated. In
addition, Ballard Spahr, as bond counsel to théd1ity, has confirmed that each of the
required legal provisions is present in the bormideents.
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